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Proposals providing for Federal ossistsnce to
aid industry in constructing and opersting a
limited number of synthetic fuel commercial
demonstration facitities have been or are be-
ing considered by the Congress.

Before legislation is enacted authonzing a
synthetic fuels commercial demonstration
program, the scope and magnitude of Federat
assistance needed to carry out such a program
should be more clearly delineated and justi-
fied.
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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTDN, O C. 208428

B-178205

The Honorable Ken Hechler

Chairman, Subcommittee on Energy
Research, Development, and
Demonstration {Fossil luels)

Committee on Science and Technology

House ¢f Representatives

Dear ¥r. Chairman:

This report evaluates a proposal which would have
authorized a loan guarantee program for commercial synthetic
fuel cemonstration facilities and discusses the Administra-
tion’'s efforts for implementing such a program. We maae the
review in accordance with your request of January 16, 1976,
as mogdified in a subseqguent discussion with your office.
Even though the proposed legislation was rejected by the
Congress, your office felt it would be useful for us to com-
ment on that legislation because it is anticipated thet scme
of the same provisions in the legislation will be reintro-
duced in the current Congress. .

As your office requested, we have not obtained formal
agency comments. However, w2 discussed the matters presented
with agency officials and have considered their comments in
the report.

1

Ac agreed with vour office, we plan to distribute copies
of this report to cother interested corngressiocnal committees
and to the Energy Research and Development Administration.

Sincerely yours,

T (7.,

Comptroller General
0of the United States
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COMPTROLLER GENECRAL'S COHMENTS ON THE ADMIRN~
REFURT TO TBE SU3COMMITTEE ISTRATION'S PROPCOSED

Ol ENZRGY RESEARFH, DEVELQOP- SYHRTHETIC FUELS

MENT, AND DEMONSTRATION COBMERCIALIZATION PROGRAHM
{FOSSIL FUELS), COMMITTEE Energy Research and

ON SCIENCE AND TECHNOLOGY, Development Administration

HOUSE OF REPRESENT2ATIVES

Three-fourths of the Nation's energy consuaption
is based on petroleum and natural gas--both of
which are limited and expected to provide a
smaller portion of the Nation®s energy needs in
the future.

Conseguently, the Nation's reliance on foreign
imports of energy will ceontinve to climb. (See
pP. 1.}

In his 1975 State-of~the-Union Message, the
President called for Government financial and
other incentives to stimulate industry investment
in developing and denonstrating the commercial
viability of synthetic fuels. A large portion

of these fuels would be derived from the country's
abundant supply of cozl and oil shale. The Presi-
dent set a goal to produce the equivalent in
synthetic fuels of 1 million barrels cf oil a Fay
by 1985. (See p. 4.}

An Interagency Task Force on Syncthetic Fuels Com-
mercialization was established in February 1975
under the aegis of the Energy Resources Council.
The Task Force was assigned responsibility for
determining and developing the variots facets 1
associated with the commeccializction of synthetic
fuels. (See p. 4.)

The Task Force concluded that in the absence of
Federal incentives and changes in regulatory policy,
significant amounts of synthetic fuels are not
likely to be produced in the U.S. by 1985. (See

p. 4.}

To achieve the President's go41l, the Task Force
recommended a two- phased program. The first
phase would be aimed at developing information
on, and demonstrating, the technical, economic,
and environmental feasibility of commercial-scale
plants using availabre technologies. (See p. 5.)
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It further recommended that the following
government incentives would be needed to
encourage industry to participate in phase
one: loan guarantees, construction grants,
and price supports. {See p. 6.)

The President designated the Energy Research
and Development Administration to implement
phase one and the Task Force recomnended that
the Nonnuclear Energy Research and Develop~-
ment Act of 1974 be amended to provide the
Energy Research and Development Administration
with the authority to make locan guarantees.
{See p. 7.)

A proposal was introduced during the 94th
Congress, lst Session, which would have
authorized the Energy Research and bDevelop-
ment Administration to provide up to $6
billion in loan guarantees for

--the construction and start-up costs of
commercial demonstration facilities for
the production of synthetic fuel from
coal, oil shale, biomass, and other
domestic resources;

--the construction ané start-up costs of .
commercial demonstration facilities for
generating energy from solar, wind,
geothermal, anéd ¢ther renewable
resocurces;

--financing the purchase, construction,
installation, and start~-up costs of
energv-efficient industrial eguipment
and facilities for commercial demon-~
stration; and

--financing essential community develop-
ment and planning which directly result
from, or are necessitated by, one or
more commercial demonstration facilities.

The Energy Research and Development.
Administration:

--recognizes that construction of plants.
using currently available processes are
limited from an economic and environmental
standpoint;

T A NLP‘B\-E
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--helieves that the mzjor contribution from
these plants is the economic and environ-
mental information that will be geneiated in
locating and operating these plants; and

~~believes thie information would pave the way
for industry and governmental regulatoery
bodies® involvement in the commercialization
of a large number of coal gasification and
oil shale plants. ({See p. 9.)

Along with phase one, the Energy Research
and bPevelopment Administration would also

be performing research and devalopment on
synthetic fuel technologies. Such work is
aimed at refining the technologies to bring
down the costg and enhance the environmental
suitability of these synthetic fuel plants.
{See p. S.}

Because of refinements which could be made
to existing technologies, close scrutiny
should be given to the number and size of
plants proposed by the Energy Research

and Development Administration if phase one
is authorized.

Similarly, if phase one is authorized, close
scrunity should also be given to the information
obtained under this phase before authorizing the
possible second phase of the synthetic frels
program, (See p. 17.} :

[jIn anticipation of legislation authorizing
phtase one, the Energy Research and Develop-
ment Administration plans to augment the Task
Fcrce report by completing various studies.
These studies are planned to be completed

by July 1976 and are generally aimed at

--undertaking strategy and policy analyses
necessary for program implementation;

--initiating long lead-time activities related
to program implementation (such as environ-
mental impact Statement finalization, pro-
gram regulations};, and

i

~--informing the public, Congress, States, and
other groups about the proposed program and
respond to requests as needed.:;7

iii
o

1

P id



p{Rod SUOT3I2IIPISUOD ydns uo siseydus

JU2193JIp ¥ ‘*2anjeu ut (ejusuwbpnl o1am 35303

- ysel 8yl Ag DPSSN SUCTIIRISPISUOD 2yl ‘ssdueisul
1239498 UT eyl ‘23A3M0OY ‘pajou ag pinoys 31

-9D104 ¥S21 243 Ag peDuauy

-WOd21 SaAT3IPUIRITE 3Y3 Jo sSssuajeradoadde

ayl} uo judumod 03 uorltsod 2 uy jou SI

oy¥9 ‘ATbuipioooy ‘*uw2iboiad uoriezIIERIDISW

~WoD ST2W0I OTIDVYIUAS & 3no burAiied 103

30104 }¥sSBL 2y3l £g pPOIOPTSUOD SIATIRLIDITE

snoTieA 343 JO Suoco pur soid syl sjenyea?

Jou PIP OVD ‘S3UTRIISUOD 2WIJ JO Isnesag

! (g1 *d 99g) -ss1borouydaz burtaissuod
AB12ua 32402 071 papuedxs 3Q PINOS puR MaJ 3Iod3[as ®
ueyl zsyjzexr ‘Atddns Abzsus Jo SwIOI [Te SI2A00
yotys ‘tesodoad A3rIoyany 9yl jo =2doos 19proig

24l UTYITA DPIISPTISUID 2G PINOD sartbojouysay srang
2T3I3YIUAS JO UOTIPZITRIDI2WwWND 2yl Burbeincoua

I07 30UPASTISSE JUSWUIILID JO uollsand syg

*AjTaoyany
souapuadapur Abisuz ue YSTIgRISS PINOM UYOTM
ss81buo) ay3y 21038q ATIUL1IND ST uorjIeISIbA]

— (81 °d ?35)
*w2iboiad a2yl jo 3uo aseyd Jo saarioafqgo
2Yy3 ysITdwoooe 03 pIdU TTIH4 3IT

sjueTd jo 1squnu puer adAy 8yl AIrisnp--

{°g81 °d e93) -uweaboad 3y3z jo auo
sseyd 3nc Axied £ RopsIU 3 ITIA ST933
1T 3JULISTISSR [BIIP9I JO apnitubeuw

pue adoos syl Ajrasnl pue sjesuriasg--

$103 UOIIRIJSTUTWPY Jusw
~doToaaQ pue Yoieassy Abasuz o3 burirtnodaa

I2pTISUcD pinoys ssalbuc) ‘paebax styjy ul

("1

*d sag) ‘weaboiad 3y3z 30 suo sseyd 3no A1xes 03
D2ZIICUINE 3 DPINOYS IdUEISISSe [PIsSPpad ‘Iusixd
3RUM ©3 DUR ‘IJoYloum DUTUTWISISD I0J UCTIRPWIGIUT
13233q =ss91buo) 2y3x =pracid praoys S3ITpnis SYL

*we1boad uorleijsuocwsp
[RIDi3wuon e buizizoyin®? uorleTsihHa] burispisuocd
uo)

8iojaqg 7dwos =2yl DUTL:RAT I3PISUOD PInOYS
$s915 53 FPRTS- o2 YR—-30--S3AT303£g0 3YYI-USATD
b _\\%%%mi¢ , co !
.wuw w .1ax&@MC * .
S T18YTIVAY LNINND0A 1S3



conceivably lead to a different choice of
alternative forms of as~istance. (See p.
18.)
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--Reduce the reliance on and use of special
benefit payments which bypass standard
computer screening controls intended to
prevent overpayments. (See p. 21.)

--Increase the use of teletype transmissions
of stop-payment notices to prevent overpay-
ments. (See p. 23.)

VA needs to act gquickly on GAO's recommenda-
g tions; however, thelCongress also may have to

L L reconsider the merit® of prepaying veterans

for training, as authorized under Public
Law 92-540,/and return to a post-payment
system for educational benefits./ (See p. 26.)

Lo~ Overpayments remaining uncollected have also

’ increased dramatically, from $8.4 million at
June 30, 1970, to-$298 million at December 31,
1975. (See ch. 6.)

VA $hould improve collection actions by
--revising collection letters (see p. 34),

--taking faster action to collect (see
p. 35), and

--establishing an automatic cross-checking
system for matching veterans receiving
benefit payments under other programs
so that collections can be accomplished
by offset (see p. 36).

VA did not disagree with GAO's findings on
the causes of overpayments and is taking
actions toward solving these problems.
(See ch. 7.)

Tear Sheet 111
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CHAPTER 1

INTRODUCTICON

Three~tfourths of the Mation's energy consumpticn is
bzsed on petrcleum and natural gsas. Both of these resources
are limited and expected to supply a smaller portion ¢f encray
reeds in the futurz, As domesti. supplies of these two fossil
fuels dwindle, impoerts of petroleum, petroleum products, and
naturzl gas continue to climb.

Ccal and oil shale are two of this Nation's most abundant
energy resocurces. The technologies for converting coal into
synthetic 1igquid and gaseous fuels and extracting oil from
0il shale are getting attention in this country tod.y because
they could help in reducing our dependence on foreign sources
of energy. In 22uition, biomass conversion~-~converting
menicipal and agricultural wastes into synthetic fuels~--could
become a small but locallv useful energy source and according-
1y, more interest is also being focused on developing chis
technology.

Technically feasible coal gasification and ligquefaction
processes have been available for years. Historically,
these processes have been too expensive to compete favorably
with the c~st of producing conven®:ional gas and cil,
Although 01l shale conversion processes have not been tested
on a commerc:ial scale, one conversion process seems to be
sufficiently developed and ready for commercial application.

The following presents a brier description of the
synthetic fuel technologies discussed in this report.

i

COAL GASIFICATION

Te convert coal to synthetic gas, cocal is fed into a
high-temperature pressurized reactor, along with steam and
air or oxvgen. A chemical reaction occurs and a mixture
of gases ig produced. The gases produced include carbon
monoside, bydrogen, and methane. Methane is the main con-
stituent of natural gas. The gases are then cooled and
undesirable ccaponents, such as carbon dioxide and sulfur,

~are repoved. The raw gas produced at this point is

referred to a. low-Btu! gas or utility/industry substitute
fuel. This gas has a low heat content compared to natural

N

]The Btu, or Briticsh Thermal Unit, is a common measure

of heat.

R R N W 2L
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gas, and cannot be economica2llv transmitted by pipeline. It
is valuaktle, however, as a fuel for electricezl power genera-
tion plants and industrial applications.

Low-Btu gas can be upgraded to a gas refsrred to as
high~-Btu gas, which has approximately the same heat content
2s natural gas, through a process of adding additionai hyaro-
gen to the gas, referred to as methanation. Eigh-Btu gas is
a substitute for natural gas and can be transmitted in esristing
networks ¢f pipelines to satisfy the demands of present users
of natural ges.

OIL SHALE

0il shale is a marlstone, composed mcstly of clay that
contains an organic materlal called kerogen.. @hen the kercgen
is heated to about 200°F in a large vessel called a retort,
it is converted to shale oil and gas. The gas can be recycled
and used to heat additional shale. Although the shale o0il
that is derived from kerogen is low in sulfur and varies in
some respects from conventional petroleum, it can be refined
into most petroleum products.

COAL LIQUEFACTION

Coal liguefaction is the process of converting coal into
a2 liquid fuel. There are several different processes for
producing liguids from coal. Some processes burn coal, con-
dense the resulting gases, and add hydrogen to form a liguid,
whereas other processes chemically dissolve coal with hydrogen
to form a liguid.

In a letter dated Januvary 16, 1876, the Chairman, Sub-
committee on Energy Research, Development, and Demonstra-
tion (Fossil Fuels}, Committee on Science and Technology,
House of Representatives, asked us to examine a2 number of
issues relsted to the development of synthetic fuels. How-
ever, because of tight deadlines, woe agreed with the Chair-
man's office that our review would

l .
--de€scribe the current status and gocals cf coal
9351flcatlon, coal lxquefactlon, and 0il shale
conversion technologles,

-~analyze certaln features contained in legislation
(H.R. 3474, Secti?n 103} introduced, but not
enacted, 1n'the l1st sesSion of the 94th Congress,

and E l
|
i
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—-—~comment on the desirability of providing Government
incentives to the private sector under the synthetic
fuels program.

The Cheirman's office felt it would be useful *o comment
on the proposed legislation even though it was rejected by
the Congress because it is anticipated that some of the same
provisicons in the legislation will be reintroduced in the
current Congress.

SCGPE OF REVIEW

We made our review at the Energy Research and Develonp-
ment Administration (ERDA) headgquarters in Washington, B.C.,
where we reviewed pertinent legislation, ERDA documents and
reports, the report of the Interagency Task Force on Synthetic
Fuels Commercialization, and interviewed ERDA of{icials.

Because of time constraints, we did not evaluate the
nros and cons of the various incentives considered by the
Interagency Task Force for encouraging the construction and
cperation of commercial-scale synthetic fuel plants.

R e L
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CBAPTER 2

ADMINISTRATICN'S EFFORTS FOR
ACCELERATING COMMERCIAL
VIABILITY OF SYNTRETIC FUELS

In his 1975 State-of-the-Union Message, the Presgident
called for accelerated development of our energy technology
and resources and proposed a set of energy supply and con-
servation measures to reduce the United Ztates' dependence
on foreign oil by 1985. As part of these nmeasures, he proposed
that the Government provide financial and other incentives
to stimulate investmen:t in a number of commercial-scale
synthetic fuel plancs. 1In addition, he set a goal toe produce
an eguivaleat in synthetic fuels of 1 million barrzls of oil
a day by 1985,

In response to the President's goal, an Interagency Task
Force on Synthetic Fuels Commercialization was estzblished in
February 1975 under .the aegis of the Energv Resources Council to

-—-evaluate economic and environmental costs and
benefits of alternative size prog.zms from a
national viewpcint and recommend ar appropriate
size svnthetic fuels program,

--develop detailed incentive program plans to insure
the recommended level of synthetic fuel capacity
by 13885, and

--formulate budgetary, legislative, organizational,
* management, and other measures needed for expeditious
implementation.

In November 1975, the Task Force concluded that:

—--Based on present information including industry
plans, without Federal incentives and changes in
regulatory policy with regard to synthetic gas
and without change in other policies creating a
stable and favorable synthetic fuels investment
environment, significant amounts of synthetic fuels
are not likely to be produced in the U.S. by 1985,
This conclusion stems primarily from the anticipated
cost of synthetic fuels and from the risk associated
with large synthetic fuel plant investment in ligat
of the uncertainty of future world o1l prices.

~-Based on current estimates of Jong-range domestic
demand and supply, it is projected that synthetic

4
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fuels will need to be introduced in the 1985 tc
1695 time frame. Estimates of 1955 U.5. demand .ot
synthetic fuels average b5 million barrels per day
and vary between 1 and 9 million barrels per day
depending primarily on the demand for energy and
supply and price of conventional oil and gas.

To achieve the President's goal of producing the eguiv-
alent in synthetic fuels of 1 million barrels of o0il & day by
1385, the Task Force recommended a two-phased nrogram.

ERDA has referred to phase one as an information program.

It is airmed at developing information on, and demonstrating

the technical, economic, and environmental feasibility of
commercial-scale plants using available techtnoclogies.

Under phase one, it is intended that about 12 to 15 comrmercial~-
s:zed plants would be constructed and operated vsing different
energy resources and synthetic funel technologies. The
eguivalent in synthetic fuels of about 350,000 barrels of o0il

a day would be produced in phase one before 1985.

The major objectives of the phase one program are to

~—investigate the environmental, economic,
institu%tional, technical, and other production
problems associatea with synthetic fuel tech-
nologies,

-—-initiate development of an industrial base,

~-supplement existing and planned domestic energy
production, and

—-improve this country's international pesition in
energy matters. |

The second phase of the progrem, if undertaken, would
encourage the production of the equivalent in synthetic fuels
of an additional 650,000 barrels of oil a day beyond the initial
program. The Task Force decided, however, that a dszcision on
the second phase would not be made until the 1978-79 time
frame as more information becomes availecble on

--the environmental and other impacts associated
with synthetic fuel technologies,

|
--results of ERDA's research and development

\& aimed at improving|such technologies,

P

!
--the world energy SItuatiﬁn, and

--industries' response to phase one.

I
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The Task Force intended that under phase one, the
private sector--with Federal assistance--would construct and
operate first-of-a~-kind commercial-scale synthetic fuel

plants.

It recommended the following forms and extent of

Government assistance to encourage industry toc undertake
the construction and operation of these plants.

Plant
technology

High-Btu Gasification
{Pipeline gas)

0il Shale or Utility/
Industry Fuels
Conversion
(Synthetic crude o0il)

Utility/Incustry
Substitute Fuels
-~low-Btu gas,
boiler fuels, etc.
{Regulated industry)

Biomass Conversion
{Gas/0il)

Financial
incentive

Loan guarantee
of up to 75%
of project
cost

Loan guarantee
of up to 50%
of project
cost

Constructien
grant of up to
50% of project
cost

Loan guarantee
of up to 75% of
project cost

Operating
incentive

Not necessary
if regulatory
ruling permits
cost of service
recovery

Competitively
bid price
guaranty

None

None -

The Task Force, in arriving at the above recommendations,

considered the advantages and disadvantages of various forms
of Federal assistance for encouraging the construction and
operation of a limited number of commercial-scale synthetic
fuel plants. The forms of assistance included loans, loan
guarantees, purchase agreements, price guarantees, construc-
tion grants, government ownership, corporate access to coal
on public lands, and tax changes, such as investment tax
credit, construction expensing and accelerated depreciation.
Many of the considerations pertinent to its znalysis were
gualitative and thus involved judgment on the part of the
Task Force. . - .

The Task Force recommended the following authorization
levels to implement the first phase of the synthetic fuels
progran.
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Loan Guarantee
Price Guarantee
“onstruction Grants

Total Budgetary
Authority

n 5T°RY ‘k 1 [ l "
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$11.1 billion

As shown Dbelow., the Task force also devised a vossible
plant technelogy mix and oroduction capacity for the wrogran.

Probable number

Estimsted production
capacity-—each plant

Type of plants of plants
High-Btu coal 3
gasification
0il Shale Conversion. 2
Suhstitute rfuels 4
gtility/Industrial
Users
Eiomass Conversion 5
Total ;gi

ERDA DESIGNATED TO IMPLEMENT
FIRST PHASE OF SYNTHETIC
FUELS PROGRANM

Each 4&,000 bbl/day of
0il equivalent

Each 58,000 bbl/day of
0il equivalent

Each 25,000 bbl/day of

0il equivalent

Each 6,000 bbl/fday of
0il equivalent

350,000 bbl/dev of oil
equivalent

The President designated ERDA to carry out the first

phase of the synthetic fuels program.

To carry out this

responsibility, the Task Force recomwended that ERDA establish

a synthetic fuels program under a separate Assistant Admin-
istrator to be carried out in a financial commercial environ-
ment rather than in a research and develcomen: environment.
Further, the Task rorce recommended that, while ERDA has most

of the basic statutory authority necessary to implement the
program under the Federal donnuclear Energy Research and
Development Act of 1974, the act should be amended to authorize

ERDA to make loan guarantees under the program.

ERDA is seek-

ing legislation which would give it this additional authority.

On January 30, 1976, ERDA established the Office of

Commercialization.

One of the purposes of this office is

analyzing and planning the synthetic fuels commercialization

program.
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The Pirector, COffice of Commercialization, told us that
the actual plant sizes, number of plants, and forms and levels
of Government assistance recommended by the Task Force may
vary somewhat depending on the proposals received from
interested firms and final environmental impact statements.

In this cennection, we noted that ERDA plans to conduct
additional studies to augment the Task Force report. fhese
studies are aimed at undertaking strategy and pelicy analyses
necessary for program implementation; initiating long.lead-
time activities related to program implementation (such as

.envirconmental impact statement finalization, program regu-

lations}; and informing the public, Congress, States, and
other groups about the proposed program and respond to
requests as needed.

We were told that the decision to irmplement the second
phase of the commercialization program has slippecé from the
1878-79 time frame until the the 197%-80 time frame.

STRATEGY FOR DEVELOPING TECHNOLOGIES

Processes for converting coal into gas and extracting
0il from oil shale have been shown to be technically feasible.
ERDA believes thnat the technologies for coal gasification and
0il shale have advanced to the point where large size plants
can be built tc help demonstrate theéeir ecconomic and environ-
mental viability in this country. Ligquefaction technology
has not advanced to this point.

Under the phase one program, ERDA currently envisions
Government incentives to help industry buvild a limited number
of synthetic fuel plants. Current projections show that the
estimated-equivalent price per barrel of ¢il for the plants'
preducts is high compared to world oil prices. 1In this
regard1 we noted tinat a recent Congressional Budget Office
report’ states that production of synthetic fuels between
1975 and 1985 would probably be more costly than the purchase
of the same quantity of imported fuel. It further states
that unless world oil prices rise substantially above their
current levels, the economic costs of synthetic fuel pro-
duction would probably exceed quantifiable economic benefits
which include the value of the fuels themselves and a degree
of embargo protection. However, the report states that
nonquantifiable and noneconomic considerations could tip the
balance either way. For|example, synthetic fuel production
capability could provide\insurance against large increases in

Icommercialization of Synthetic’?uels:‘ Alternative Loan
Guarantee and Price Support Programs - January 16, 1976.

SRUR
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world o0il prices and might influence the Organization of
Petroleum Exporting Countries to restrain price increaces.

Although the plants will produce synthetic cas and oil,
ERDA believes thet the major ceontribution from these plants
is the environmental and economic information that will be
generated in locating and operating the plants. ERDA believes
thst this information would pave the way for industry and
covernmental requlatory bodies® involvement in the commer-
cialization ¢l a large number of coal gasification and oil
shale plants. Appendix I presents & preliminary list of
projects identified by ERDA which could possibly participate
in phase one of the commercialization program.

Along with the phase one program, ERDA alsc intends to
carry out research and development efforts to improve the
existing coal gasification and oil shale technclogies. This
work is aimed at increasing the efficiency, environmental
suitability, and improving the economics of existing technol-
ogies. To perform this, ERDA plans to spend about $600 mil-
lion over the next 5 years.

The liquefaction process is considered by ERDA not to
be commercially viable at this time and will not be included
in phase one of ERDA's propesed commercialization program.
ERGA plans to spend about $621 million on research and develop-
ment on liquefaction prccesses over the next 5 years.

"ROPOSED ENERGY INDEPENDENCE
AUTEORITY

Legislation has been introduced in the Congress which
would establish an Energy Independence Authority, a Govern-
ment corporation with authority to provide financial assistance
for those sectors of the economy which are important to the
attainment of energy independence for the United States, and
to change Federal Government operations to assist in the
expediting of regulatory procedures which affect energy devel-
opment.

The main purposes of the bill are to encourage the
development of domestic energy sources and the conservaticn
of energy, and to hasten the commercial operation of new
energy technologies, wicth a goal of energy independence by
1985. The Authority will make loans.or loan guarantees to
private business ‘oncerns. However, the Authority is permitted
to invest directly in energy-related enterprises and to
guarantee prices.

On February 10, 1976, in response to Congressional
requests, we commented on a bill (S. 2532, %4th Congress)
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which, if enacted, would be cited as the Energy Independence
Autnority Act of 1975. Since the Authority coaceivably

would assume the financial resvonsibilities for the synthetic
fuels program, our comments on that bill ate includeg as
avpendix II. Among other things, our comments point to the
need o insure that the bill orovides an appropriate bal-
ance between energy conserving and energy sunply technolegies,
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CHAPTER 3

ANALYSES OF PROFPCSED LEGISLATION

The 94th Congress considered varicus legiclative proposals
croviding for assistance to industry in building comzercial
synthetic fuel plants. One such proposal was contained in
ERD&'s authorization bill (H.R. 3474} for fiscal yeer 1976
and the transition guarter (July through September 30, 1976}.
This proposal would have amended the Federal Nonnuclear Energy
Researci and Development Act of 1574 (42 U.3.C. 53831} by
adding section 17 to provide for loan guarantees for commercial
demonstration facilities. This provision was not included
in the ERDA authorization bill approved by Congress.

The proposal would have authorized LRDA to érovide up
to $6 billiorn in loan guarantees for

—-the construction and start—-up costs of commercial
demonstration facilities for the production of
synthetic fuel from coal, ©il shale, biomass, and
other domestic resources,

—-the censtruction and start—-up costs of commercial
demonstration facilities for genersting energy from
solar, wind, geothermal, and other renewable
resources,

--financing the purchase, construction, installat:on,
and start-up costs of energy-efficient industrial
eguipment and facilities for commercial demonstration,
and

--financing essential community development and
planning which directly result from, or are
necessitated by, one or more commercial demon-
stration facilities,

The purposes of this proposal were to insure adecuate
Federal support to foster a commercial demonstration program
to produce synthetic fuels, and to gather information about
the technological, economic, environmental, and social
costs, benefits, and iwpacts 'of such commercial facilitries.
ERCA believes such legislation is needed to implement phase
one of the synthetic fuels ptogranm.
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AUTHORITY UNDER EXISTING LEGISLATION

TO PrOVILE GOVERNMENT ASSISTANCE
TO THE PRIVATE SECTOR

Under the Federal Nonnuclear Energy Research and
Development Act and the Energy keorganization Act of 1974
{42 ©.5.C. 5801), ERDA has authority to provide various
forms of Federal assistance for the research, development,
and demonstration of synthetic fuel technologies. Such
assistance can involve joint Federal/industry cooperative
arrangements, contracts and grants for research and develop-
ment, direct loans, price supports, and incentives in the
form of financial awards to individuals for inventions.

Under existing law, a joint Federal/industry corporation
may design, construct, and operate commercial-size facilities
to ascertain the feasibility of a particular energy technol-
ogy. However, we believe ERDA has no authority for granting
loan gquaranteces under either a research, development, and
demonstration program, or a commercial program. Further, our
survey cf existing law has provided no indication that ERDA
has present authority to make construction grants.

The Federa' Nonnuclear Enerqgy Research and Development
Act provides explicit authority for price supports--subject
to certain conditions including congressional authorization
of each price-support program--for full-scale, commercial-~
size facilities and for direct loans to non-Federal entities
conducting demonstrations of new technologies. Nothing in
the act indicates that such assistance could not be applied
to a "commercial demonstration program.® Inasmuch as Federal
participation in demonstration projects is authorized to
include "***demonstrations of prototype commercial applica-
tions for the exploration, development, production, trans-
portation, conversion, and utilization of energy resources”;
the lznguage of the act may well be broad enough to so assist
a commercial demonstration program.

However, we note that the conference report on H.R. 3474
contained the following language:

"The Conferees especially emphasize that the
approval of Section 103 in no way constitutes
an expression of approval of approaches for
assistance beyond loan guarantees. Nothing

in Section 103 authorizes construction grants,
price supports or price guarantees for the
production from demonstration projects***"
(H.R. Rep. 94-696, 24th Corngress, lst Session,
£8 (1975}}
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Area of concern

. Although section 103 was not adopted, the most recent
expression on this matter is at variance with the above lan-
guages of the Federal Nonnuclear Energy Research and Develop-
ment Act. ERDA believes that cther forms of Federal assist-
ance-—price support, direct loans, or incentives other than
locan guarantees—--are essential to carry ouf phase one of the
synthetic fuel commercialization program. Ir light cf ths
ianguage of the conference report, we believe that ERDA should
fully justify the need for such assistauace so that Congress
may concider such measures as part of the total funding
authorization needed to implement phase one.

PLART MIX FOP ERDA'S
INFOEMATIOR PPOGRAM

Section 103 of H.R. 3474 would have provided authorization
of $6 billion for a loan guarantee program, provided that up
to 52.5 billion of guarantees would be available for comperciail
deftonstration facilities to produce high-Btu gaseous fuels
compatible for mixture and transportation with natural gas by
pipeiine.

Phe plani mix, number and cost estimates, including the
community assistance anticipated by the Task Force are chown
below.

Synthetic Fuels Program

Number Estimated ~ Loan
Plant type scheduled cost of plants guarantee
C mm——————e{millions)e—e—m———
Bigh-Btu Gas 3 $2,700 $2,000
Shale 0il 2 2,100 1,056
industry Fuels 2 1,300 650 .
Utility Fueis 2 1,000 af
Biomass 5 1,200, 300
Community Assistance 350
Contingency . 1,050 b/
Total Budget
Authorizaticn. : - '
Request $6,000

a/ Consftruction grants of $500 million are anticipated feor
utility fuels, which would not be part of the loan
guarantee program authorization request.

b/ The contingency amount provides for ceonstructien delays,
extracrdinary inflation, different plant mixes, increzsed
incentives, etc.

13
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As shown ahove, three high~-Btu gasiffcatian rlantg=-all
uging the same process--were included in the Task Force's
commercialization program. The Director ¢f the Cffice of
Commerciaiization inforrmed us that two plants were originaily
chosen because two different types of western cosl will be
used resulcing in different data; one plant will use lignite
cozl and cne will use sub-bituminous. The Task Force had
planned te include a liguefaction plant in the commerciali-
zatlion program. However, the Director of the Office of
Commercialization informed us that this plant was later
dropped from the program because it was felt that z ligue-
faction plant using existing technology covld not be made
commercially viabla. This official informed us thast the
third high-Btu gasification plant--which will also use
either ligmite or sub-bitvminous coal--was then added in
place of the lijquefaction plant. He could not provide
us with any definitive justification for the Task Force's
inclusion of this plant.

The Tack Force inclvded two o0il shale plants and four
utility/irdustry plants in its commercialization program.
The Directsr, Gffice of Commercialization, informed us that
each plant would use a different process or result in a
different fuel type. ERDAR plans, however, under its pro-
posed comanercialization program, to determine the optimum
technology and plant mix by July 1976.

We also noted that section 103 of H.R. 3474 would have
provided for

=«**financing the construction and start-up
costs of commercial demonstration facilities

to generate desirable forms of eneragy (including
synthetic fuels) in commercial guantities from
direct solar, wind, ocean thermal gradient,
bloconvers=on, or other renewvable energy
resources.”

In this regard, the Director of the Office of Commerciali-
zatior informed us that although not specifically mentioned in
the Task Force report, ERDA plans to either use a portion of
the $1 billion contingency (see p. 13} or request additional
authorities from the Conqress to commercialize non-synthetic fuel
technoleogiss. I
Area of concern | ‘

In our view, in suppprt of any legislation authorizing
loan guarantees for|commercial synthetic fuel facilities,
ERDA shoulé fully justify the type and number of plants it
will need to accomplish the objectives of the first-phase
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program,., In addition, because ¢f the high cost of

these plants, we believe ERDA should specifically justify
the need for moré than two high-Btu gasificetion plants end
its plang and funding reguirements to commercializ-. the
other forms of energy ildentified in section 103.

DEFAULT PROVISION

Section 103 of H.R. 3474 would have provided that in
case of default, the holder of a guaranteed chbligation could
have demanded payment of the unpaid amount from the Govern-~
ment. We find nothing objectionable in this provision since
the Administrator has sufficient flexibility in preotecting
the Government's interest through approprizte agreements
for specifving any rights and obligations.

REVOLVING FUND

Section 103 would have auvthcrized the esisblisnment of
a revolv.ng fund for carrying out the program authorized in
the bill. An ERDA official informed us that the procedures
for operating the revolving fund will be developed by the
Treasury Department and ERDA after legislation is enacted.

Area of concern

We believe that, to maintain congressionzl control, pro-
posed “egislation to authorize program financing by means
other tian through the appropriation process should include
provisions for anrual review by the Congress, coupled with
such limitations and allowances for iflexibility as deemed
appropriate. We noted that section 103 d4id not specificaily
require an annual report to the Congress on the activities of
tne revolving fund.

We feel it important that legislation giving an agency
auathority to esteblish a revolving fund should provide for
annual reporting by the agency to the Congress on the
activities of its revolving fund.

FINANCING INDUSTRIAL FACILITIES
AND EQUIPHENT

Section 103 vould have provided that loan gquarantees
could have been used for financing the purchase, construction,
installation, ané start-up of energy-efficient industrial
equipment and facilities for commercial demonstration.

It appears that this section could establish authority
for ERDA to provide loan guarantees to those industries
manufacturing component parts for synthetic “vel plants.
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According to ERDA officials, it is not their incenticon to
provide loan guarantees to component manufacturers involved
in synthetic fuel projects.

Arez of concern

In our view, any legislation containing a sizi.ar
provision should clearly define whether those industries
manufacturina component parts would be eligible for 3 loan

guarantee program.

BOLCER VERSUS LENDER

Section 103 of H.R. 3474 would have provided thaf no
guarantee under this section could have been tezminated,
canceled, or otherwise revoked and would be ‘incontestable
in the hands of the holder except as to fravd or material
misrepresentation on the part of the holder. We find
nothing objectionable in this provisicn. Our comments
follow,

in the past, cther legislative proposals contained
language similar tc the above provision but differed in that
they © -ided for incontestability

v cept for fraud or material =misrepresentation
on . part of the lender."

In ~.der for the Government to insure a market for the
obliocutions guaranteed, potential buyers must have assurance
of collecting on the guarantees. aAn arrangement to make the
obligations countestable where the lender committed fraud or
misrepresentation wouid certainly have the practical effect
of negating the market of potential purchasers. Traditional
practice has been to protect these subsequent purchasers
against all but their own fraud or misrepresentation.

In any event, it is not inconsistent with the best
interest of the Government to pay innocent holders of
guaranteed loan notes upon default of the borrower, even
where there was fraud or , misrepresentation by the o.iginal
lender, sirce payment would not waive any rights of the
Government against the fraudulent lender.

: /

Therefore we feel that, consistent with traditional and
sound practice in this érea, similar legislation for com-
mercial demonstration of, synthetic fuel plants should retain
the phrase “of the)holde .
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CHAPTER 4

Under phase one of a possible two phase prograz, ERDA
plans to aid irdustry in building & limiteé number of com-
mercial-scale synthetic fuel plants using technologies which
have advanced to the point where large scale plants can be
built to help demonstrate their economic and envircnmental
viability in this country.

ERPA recognizes that these plants, using currently avail-
able processes, are limited from an economic and environmental
standpoint. However, ERDA believes that the major contri-
bution from these plants will be the environmental and econcric
information that will be gensrated in locating and operating
them. EERDA believes this infeormation would pave the way
for industry and governmental regulatory bedies® involvement
in the commercialization of a large number of ccal gasification
and c©il shale plants.

Along with phase one, ERDA would also tz performing
research and development to bring down the costs and enhance
the environmental suitability cf these plants. Because of
refinements which could be made to existing technologies,
we believe close scrutiny should be given to the number and
size of plants proposed by ERDA if phase one is authorized.
Similarly, if phase one is authorized, close scrutiny should
also be given to the information obtained under this phase
before authorizing the possible second phase of the =ynthet1c
fuels program.

Ir anticipation of legislation authorizing phase one,
ERDA plans to make various studies which it expects to com-
plete by July 1976. These studies will augment the Task
Force report and will be aimed at undertaking strategy and
poliicy aralyses necessary for program implementation;
initiating long lead-time activities re}ateo to program
implementation {such as environmental impac tatement
finalization, program regulations); anji lnform*ng the public,
Congress, States, and other groups about the proposeé pro-
gram and responé to reguests as needed.

Given the objectives of these studies, ws believe the
Congress should consider awaiting their completion before
considering legislation authorizing a commercial demon-
stration program. These studies should provide th= Congress
with better information for determining whether, and to what

-~
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extent, Federal assistance should be authorized to ca.ry
out phase one of the program.

In this regard, Congress suould consider srecifically
requiring ERDA to delinenate and justify the scope and magni-
tude cof Federal assistence it feels will be needed to carcv
sut phase one and te justify the type and number of plants
it will need to accomplish the objectives of phase one.

Legislation is currently before the Congress which would
establish an Energy Independence Authority. The guection of
Government assistance for encouraging the commercialization
of synthetic fuel technologies, and nonsynthetic fuel tech-
nologies, could possibly be resclved withi- the broader sceope
of the Authority proposal, which covers a:. forms of energy
supply, rather than a select few.

While we have cxprzssed our concern in commenting on
the Awvthority proposagl over the lack of balance between energy
supply 2nd energy conserving technologies, we do believe
it offers a desirable option for dealing on a brcad basis
with the question of the proper Government support role for
commercialization of energy technologies. The alternative,
of course, is piecemeal consideration of Government support
for individual energy technolocies such as synthetic fuels,

In this regard, there are important, but unclear,
implications in g3iving industry Federal assistance to help
demonstrate the commercial viability of synthetic fuel
technolegies. Such implications invelve this country's future
policy in the area of price supports, the various supply
outputs, and alsc indirectly the need for a price floor over
0il and gas, both domestic and imported.

The Task Force considered the advantages and disadvan-
tages of various forms of Federal assistance for encouraging
the construction and operation of commercial-scale synthetic
fuel plants. These included: loans, loan guarantees, pur-
chase agreements, price guarantees, construction grants,
government ownership, corporate access to coal on public
lands, and tax changes.

Because of time constraints, we did not evaluate the
pros and rons of the various alternatives considered by the
Task Force. Accordingly, we are not in a position to comment
on the appropriateness of the alternatives recommended by
the Task Force. It should be noted, however, that in several
instances, the considerations used by the Task Force were
judgmental in nature. A different emphasis on considerations
--such as impact on the budget, degree to which the alter-
native preserves and enhances competition, ability to achieve

[T e
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vrogram coals, and extent of Federal involvement in management
of operations--could conceivably lead to a different choice of
alternative forms of assistance.

R



APPENDIX I

g?chnologz

Bigh-Btu
Gasification

Low-Btu
Gasification

0il shale

APPENDIX I

LIST OF CANDIDATE PROJECTS

IDENTIFIED BY ERDA

Project
ANG Coal Gasification

Dunn Center

El Paso Natural Gas
(Burnham)

Panhandle Eastern

WESCO

Columbia Coal Gasifi-

cation Corporation

Consoclidated Natural
Gas

Consumers Power

LAMPCO

UGI Corporation

Wheelabrator-Frye

Colony Development

Occidental Petroleum

Sgonsbr
ANG Coal Gasifi-
cation Company
Natural Gas Pipe-
line Company of

America

El Paso Natural
Gas Company ;

Panhandle Eastern

Pipeline Company

Texas Eastern
Transmission Com-~
pany and Pacific
Lighting Corporation

Columbia Coal Gasi-
fication Corporation

Consolidated Natural
Gas Company

Consumers FPower

Louisiana HKMunicipal
Power Commission

UGI Corporation

Wheelabrator-Frye
Incorporated

Atlantic Richfield
Company, the 0il
Shale Corporation,
Shell 0il Company,
and Ashland 0Oil
Incorporated’

Occidental 0il
Shale, incorporated
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APPENDIY X
i
Technologx

0il Shale
- {(continued)

Project

Rico Blanco

Superior 0il
TOSCO Sand Wash

Tract C-B

23
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APPENDIX I

Sponsor

Gulf Cil Company
and Standard 0il}
of Indiana

Superior 0il Com-
pany

The 0il Shale Cor-
peration

Ashland 0il Incor-
porated and Shell
0il Company



APPENDIX II APPENDIX II

GAQ COMMENTS ON S. 2532
94TH CONGRESS

The bill would establish the Energy Independence Ruthority
(ETA), a Government Corporation with authority to provide
financizl assistance for those sectors of the economy which
are important to the attainment of energy independence tor the
United States, and would change Federal Government operations
so as to assist in the expediting of regulatory proacedures
which affect energy development.

The main purposes of the bill, as stated in section 102,
are to encourage the development of domestic energy sources
or the conservation ¢f energy, and to hasten the commercial
operation ¢of new energy technologies, with a goal of energy
independence by 1985. Section 302 provides that, to the
extent practicable, the form of the encouragement will be EIA
loans or loan guarantees to private business concerns. How-
ever, the EIA is permitted to invest directly in energy-
related enterprises and to guarantee prices. Only grants-in-
aid are specifically precluded. (Sec. 301}

The bill authorizes an appropriation of $25 billion to
the Treasury for the purchase of EIA capital stock. ({Sec.
401) 1In addition, the EIA is authorized to borrow and incur
obligations totalling $75 billion. (Sec. 402(a)) The
aggregate amount of $100 billion is fixed as the upper limit
of the “IA's actual and potential liability stemming from
direct iavestment, loans, and guarantees of loans and
prices. (Sec. 307)

Cur central concern with this bill lies in its lack of
balance. The goal of energy independence can be furthered
by increases in domestic supply, by reductions in domestic
consumption, or a combination ¢f both., This allows a larger
fraction of our total energy use to be satisfied out of
indigenous supplies. This bill exhibits a clear preference
for initiatives of the supply-increasing variety and pays
little attention to energy conservation. It states that
conservation is among its purposes (cec. 102{b)), but its
basic supply orientation is evident from the kinds of pro-
jects for which EIA financial assistance would be available.
In the listing of eligible projects under subsection 303(b},
only the first item mentions conservation and that category
of energy projects is\limited to those that "are not in
widespread domestic commercial use.” This last proviso
would appear to precluBe, for example, assistance to a
utility-administered residential insulation project, since
home insulation is widespread. Ng eguivalent condition is

[
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APPENDIX II APPENDIX I

attached to the subply-increasing orojects listed, such as
those designed to stimulate coal or nnclear power generaticn.

We believe that many initiacives in thne direction of
conservation hold tne promise of moving the country farther
down the road toward energy independence per dollar spent
than do most supply increasing ootions. 3till, we recognize
the merit of putting momentum behind utilization of dozestic
energy supclies, especially for the longer term. Accordingly,
we believe a bill with the ambition of attaining energy
independence ought, at least, to be even handed in its
treatment and offer as exvress and unrestricted financial
assistance to conservation efforts as it does to supply
efforts.

In this connection we note that the bill is not negtral
on conservation options. Actusllv, it would hamper con-
servation efforts rather than simply fail to oromote them.
This is true because the bill would result in allocation,
not creation, of cavital. The EIA*s loan funds would, in
large part, be raised in the pcivate capital market., Its
gurantees would make orojects 1t assists financially more
attractive to private capitil than conservation projects
not backed by Federal guarantees. Thus, hboth its loans
and, its guarantees will siphon private capital away Erom
those conservation projects which might have been able to
obtain private financing in the absence of EIA operations.

The choice of pbrojects to receive financial assistance,
and the form of assistance, ought to be based upon reason-
able forecasts of the degree to which each project will
advance the goal of independence per dollar of assistance
accorded it. We believe the bill should contain specific
criteria for evaluating the relative merits of claims for
financial assistance whether the initiatives are within
either the conservation or supply categotryv. BAn example of
the kind of approach we are suggesting is the methed for
evaluating conservation techniques developed by the Office of

. Energy Conservation and Environment, Federal Energy Admin-

istration. Stated broadly, tnis acproach divides the dollar
investment required to obtain increased energy efficiency in
a particular application by the barrel equivalents which
would be saved thereby, arriving at a dollar per barrel
figy ;e which represents the real value of the initiative,
Such figures for different conservation technigues can be
readily compared with each other and with cost figures for
supply-increasing options.

It is also important for the criteria established by
the bill to recognize and prefer those orojects with enzrgy

'\ '
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gzins which multiply themselves in a wider economic sector.
Fcr example, an energy saving in the manufacture of 2 parti-
cular paper product which causes it to become economically
more attractive than some energy intensive plastic will
multiply the original saving, if there is substlLutlon of
the paper for the plastic.

A second primary concern is that the bill would create
a Government corporation to undertake its stated purposes.
Qur Office has consistently taken the position that the pub-
lic interest is best served when congressional control over
activities is exercised through annual reviews and affirma-
tive actipn on planned programs and financing requirements
which attend the appropriation processes, and through the
application of statutes and regulations which usuwally govern
the operations of Government agencies. We believe that de-
partures from the standard should be permitted only on a
clear showing that an activity which is susceptible of opera—
tion through a new regular Government agency or through an
expansion of similar prograzms in existing Government aJgencies
cannot be successfully operated in the public interest within
that framework.

In this regora, we note that the Energy Research and
Development Administration (ERDA) is not mentioned in the
bill, although ERDA already has extensive responsibilities

-to plan, program, and assist funding of demonstration energy

projects and technologies under sections 4§ through 7 of the
Federal Nonnuclear Energy Research and Development Act of
15874, approved December 31, 1974, Pub. L. No. 93-577, 81
Stat. 1878, 1880, 42 U.S.C.A. §§ 5903~5906 (Pamphlet HNo. 1
Feb. 1975). <The authorized forms of Federal assistance
therein include: ({1} joint Federal-industry experimental,
demonstration, or commercial corporaticns; (2) Pederal pur-
chases or guaranteed price of the products of demonstration
plants; and (3) Federal loans to non-Federal entities con-
ducting demcnstrations of new technologies. 1In additinn,
the report entitled “"Recommendations for & Synthetic Fuels
Commercialization Program,® submitted by the Synfuels In-
teragency Task Force to the President’s Energy Resources
Council in June 1975, would place ERDA in the reole of pro-
mpting commercial synthetic fuel plants. Moreover, we note
that H.R. 10559, 94th Congress, which would authorize loan
guarantees for the construction and operation of commer-
cizl demonstration facilities for the conversion of domestic
coal and oil shale into synthetic fuels and for the con-
struction and operation of facilities generating energy
from renewable sources, would be administered by ERDA. 1In
view of this potential duplication between ERDA and the

24
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proposed Energy Independence aAuthority, we believe that
S. 2532 should specifically address its intended effects
on ERDA.

Nevertheless, if a corporation is considered best suited
as the mechanism for achieving the purposes of the bill,
we suggest that the corporation be made subject to the pro-
visions of the Government Corporation Control Act, 31 U.S.C.
§ 841 et seg. {1970). Subsection 804{e) of the bill presently
exempts EIA from coverage by the Govermment Corpcration
Control Act. We are particularly concerned that EI& would
not be subject to the budgetary review process contemplated
by sections 182, 103, and 104 of the Government Corporation
Control Act, 31 U.S.C, 5§ 847-849 (1%70).

The bill is underlaid by some assumptions regarding
national policy which are by no means settled. Its pre-
dilection toward nuclear power generation is the most obviocus
example. Another is seen in its willingness to give the
Government a large gquasi-commercial interest in energy sup-
plies which would be in competition with imported crude oil.

" Since the bill does nothing to limit imports directly, the

underlying assump:ion appears to by that world crude prices
will stay high enough to insure the profitability of the
EIA's investments in alternative domestic supplies. Thus,
the Government would have a financial interest in keeping
world crude prices up when, in the opinion of many, the
interest of the United States would be best served oy an
opposite policy.

In addition, we question the amount of the financial
assistance this bill envisions. Depending on the extent to
which conservation options are made eligible for assistance
and on the treatmen® of supply options, the overall assistance
could reasonably be smaller or considerably larger. Com—
prehensive cost and economlc analyses are called for on
this matter.

Notwithstanding these problems, the bill does exzhibit
an important recognition that unmodified market forces will
be insufficient to achieve the goal of energy independence,
however defined. Therefore, in commenting further we accept
the basic premises of the bill and make some suggestions
with respect to gartlculan provisions,

As is indicategd in subsectlon 101(d), an objective
of the bill is to prov1de Fadditional®™ capital for enmergy
projects, and it would not be in the national interest for
energy projects to be financed by the Federal Government if
they otherwise might receive private financing. However, the

}
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bill is vague in its requirements and does nct adeguately
insure that the projects eligible for assistance would not
ctherwise be built with private financing. The sgpecific
financial eligibility criterion established by subsection
303{a) is that the proiect "would not receive sufficient
finrancing upon commercially reasonable terms from other
sgurces to make the project commercially fezsible.” Sub-
section 303(b)} describes five types of eligible projects.
Subsection 303(b}(1l) limits assistance to those energy
technologies or processes not in widespread commercial uss,
and subsection 304{b) further limits eligibility to pro-
jects that are beyond the research and development phass.
Some clarification would be helpful in the fatter tweo
subsections to better defiine “widespread commercial use”
and better delineate when “research and development” ends
and “commercialization™ begins.

In addition, it is apparent from scbsection 303{b)
that electric utilities could receive significant amounts
of assistance, since two of the five categories of eligible
projects apply almost exclusively to utilities. We suggest
that section 303 be revised to limit Federal assistance to
electric utilities in only those specific inst..nces where
a utility would propose to employ a promising, innovative
energy technology or process not currently in widespread
commercial use, but could not, without Federal assistance,
justify the additional cost or increased risk. The Pederal
Government would thus assume the risk from specific utilities
employing unproven energy processes or technologies. Hope-
fully these new technologies will become preven as experience
is gained in their application and widespread commerciali-
zation will occur, resulting in more effective use of the
Hation's energy resources and reduced foreign dependence.

Subsection 304(c) requires that before any State or
locally regulated firm {such as an electric or natural gas
utility) could receive financial support, the regulatory body
would be required to certify the reed for the project and sign
an agreement stating that it would allow, without public
hearings, quarterly utility rate increases adequate to maintain
a revenue requirement as determined by the Authority. This
subsection appears to’ require State regulatory cozmmissions
to abdicate part of their responsibility of determining the
revenue requirements of the utilities they regulate.

"Section 307 limits the Authority's total fipancial
assistancz to the sum of its authorized borrowing. A more
practical limit would be one based on paid-in capital, actual
borrowings, and accumulated earnings or deficits.
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Section 308 states thet the EIA may not provide any
financial assitance or make any further commitments for
financial assistance if, after audit, it is required under
generally accepted accounting princivles to establish
reserves. We believe that the words “after asudit” on page
19, line 19, should be deleted since generally accepted
accounting principles would dictate establishment of the
types of reserves mentioned here.

In view of the formula for automatic reduction of
authorized borrowing and authorized capital stock as contained
in subsection 311(aj} and the limitation on the amocant of
financial assistance contained in section 307, the reserves
required by section 308 must be based on the outstanding
capital stock and the net gains realized upon dispositions,
which have not been previously applied to retirement of the
EIA's obligations and capital stock. Accordingly, section
308, lines 1 to 7 cn page 20 of the bill, should read:

“capital stock ovtstanding, (ii} its earned
surplus, and {(iii} net gains realized upon
dispositions described in section 311 (which
have not been previously applied to retire-
ment of the Authority's obligations and capital
stock), all of which shall be determined in
accordance with generally accepted accounting
principles.”

Use of the phrase “in consideration for the extension
of financial assistance* .n subsection 311l{a} raises the
guestion whether the securities or assets acguired are
{1) payment for extending financial assistance ({such as voints
paid for mortgage leoans}), (2} collateral for loans made
and/or guaranteed by EIA, {3) investment (bonds, notes,
etc.) by EIA, or (4} any combinaticn of the above. If the
assets are acquired as collateral, EIMN would obtain ownership
only in the event of default, and its right to sell them
outright may be limited accordingly.

The provision in section 401 (page 24, lines 21~25,
and continued on page 25, lines 1 and 2} is not clear as to
whether interest on deferred dividends is to be computed on
the basis of compounded interest or simple interest (using
the interest rate in effect at the beginning of each year).

* Subsection 501(b) states that “Directors of the
anuthority, whether serving full time or part time, shall be

. compensated at an annual or daily rate to be determined by

the President,” Further, subsection 502{a3) states that “The
President shall fix che compensation of the Chairman of
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the Board.* These previsons would affect a total of six
positions. We do not Favor the setting of salaries in this
manner and are not aware of any existing provision in law
granting the President authority te fix pay without any
restrictions. Generally, limits are placed on executive
branch authority to fix pay which preserves internal align-
ment relative to the nighest General Schedule grade or
executive level positions. We would suggest the addition

- of specific language regarding conmpensation to be paid

officers or employeces; for example, “at a rate not to
exceed level 1 of the executive sciredule.*

“~ction 503 makecz the provisions of chapter 11 of title
18, U, ted States Code, concerning conflicte of interest,
applicuwle i‘o the directors and all officers and employees
of the Authority. The Board of Directors are also authorized
to promulgate recgulations thereunder. We believe greater
protection against conflicts of interest would be provided
if the bill were amended to include the following oprohibitions:

“The directors, officers, and employees of
the Authority, znd members of their immediate
family, shall not own any interest in any
business coacern to which financial assistance
is provided under this act.”

We also believe that the Board-of Directors should be reguired
to promulgate conflict of interest regulations, rather than
be merely authorized to do so.

Subsection 505(c¢) of the bill authorizes the General
Accounting Office to conduct audits of the accocnts of the
EIA. In lieu of the language contained therein which is
applicable te GAQ, we would suggest the following:

“The Comptroller General shall audit
the programs, activities, and financial
operations of the Authority for any period
during which Federal funds are available
to finance any portion of its operations
and shall report to. the Congress at such
times and to .such extent as he deems
necessary to keep the Congress informed on
the status of such lprograms, activities,
and coperations, and to make recommendations
for achieving greater economy, efficiency
and effectiveness. | The audit shall be made
under such rules and regulations 'as he may
prescribe. \
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“For the purpose of such audiis, the
Comptroller General, or any of his duly
authorized represertatives, shall have access
to ano the right to examine all books,
accounts, records, reports, files, and all
other papers, things or property belonging
to or in use by the Authority."

In conclusion, we are generally concarned that the bill
seens to treat a number of established, statutory policies
as obstacles to be overril en or avoided in pursuit of its
goals. As a general matter, we believe it is wiser for new
legislation to consider existing policies on their own
merits and either modify them es reguized by new circum=-
stances or fcllew them if they remain valid. Examples of
such troublesome provisions are: (1)} the provision in
subsection 504(b) which excludes EIA from the definition
of “"agencv® within the meaning of the Administrative Pro-
cedure Act, 5 U.S.C. § 501 (1970}, which, as one conseguence,
exempts EIA entirely from the provisions of the Freedom of
Information Act, 5 U.S.C. § 502 (1970}; and (2} t & pro-
visior in subsection 804(c) exempting BIA from all Federal
laws relating to public contracts and public buildings and
works. In addition, the impact of subsection 804{3){ii},
relating te the filing of environmental impact statements
pursuant to subsection 102(2}{C} of the Hational Environ-~
mental Policy Act cof 1%69, as amended, 42 U.S5.C. § 4332{2)(C)
{1970}, is not clea:r.
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